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BY THE COMPTROLLER GENERAL 

Report ToThe Congress 
OF THE UNITED STATES 

Congress Should Consider Revising 
Basic Corporate Control Laws 

The Congress has established corporations 
to carry out certain business-type functions 
of the Federal Government because of the 
perceived need for a high degree of operating 
flexibility and independence. In 1945, the 
Congress adopted the Government Corporation 
Control Act to establish a framework for the 
accountability of Government corporations. 

Of the corporations that exist today, 23, or 
about half:. are not covered by the laws’ 
accountabrlrty provisions. As a result, ac- 
countability controls--including financial 
audit, budget reporting and review, and 
Treasury financial controls--are not uni- 
formly applied. 

GAO believes the Congress should consider 
revising the basic corporate control laws to 
include a definition, classification criteria, 
and general accountability standards for all 
Government corporations. GAO also believes 
that the enabling legislation of the in- 
dividual corporations should be amended 
for consistency with the laws’overall provi- 
sions. 
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Request for copies of GAO reports should be 
sent to: 

U.S. General Accounting Office 
Document Handling and Information 

Services Facility 
P.O. Box 6015 
Gaithersburg, Md. 20760 

Telephone (202) 275-6241 

The first five copies of individual reports are 
free of charge. Additional copies of bound 
audit reports are $3.25 each. Additional 
dopies of unbound report (i.e., letter reports) 
and most other publications are $1.00 each. 
There will be a 25% discount on all orders for 
100 or more copies mailed to a single address. 
Sales orders must be prepaid on a cash, check, 
or money order basis. Check should be made 
out to the “Superintendent of Documents”. 
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COMPTROLLER GEF.IUL:IAL OF THE UNITED STATES 

WASHlNGTUhr D.C. 20548 

B-202461 

To the President of the Senate and the 
Speaker of the House of Representatives 

We have examined the basic corporate control laws, 31 
U.S.C. 9101-9109, in the context of accountability controls and 
have identified deficiencies in the application of these con- 
trols. Because many corporations have been established outside 
the purview of these laws, they no longer provide the effective 
control that the Congress intended. We made this review as part 
of our continuing effort in the area of budget information and 
oversight reform, 

We are sending copies of this report to the Director of the 
Office of Management and Budget, the Secretary of the Treasury, 
and other interested parties. 

Comptroller General 
of the United States 





COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

CONGRESS SHOULD CONSIDER 
REVISING BASIC CORPORATE 
CONTROL LAWS 

DIGEST --____ 

Government corporations have been and con- 
tinue to be created to carry out certain 
business-type functions because of the per- 
ceived need for a high degree of operating 
flexibility and independence. For example, 
Government corporations may be exempted from 
certain Federal regulations and guidelines, 
such as civil service pay scales and hiring 
rules, position ceilings, and statutes govern- 
ing procurement practices that apply to the 
executive agencies. The regulatory and pro- 
cedural exemptions are intended to allow cor- 
porations to respond more quickly to changes 
in the marketplace and to take advantage of 
cost-saving opportunities (see pp. 1). 

While certain operating flexibilities are 
necessary for business-type activities, an 
issue can be raised as to the extent and 
appropriateness of their independence from 
overall management and financial control. 
For example, not all Government corporations 
have been subject to program oversight and 
the full range of budgetary review by the 
Office of Management and Budget and the Con- 
gress. The need for operating flexibility 
and budget controls were addressed in the 
Government Corporation Control Act of 1945, 
the provisions of which are now codified in 
31 U.S.C. 9101-9109. 

The Congress adopted corporation control laws 
to provide for the accountability of Government 
corporations. The laws have established sepa- 
rate accountability controls for wholly owned 
and mixed-ownership corporations. Specifi- 
cally, for each type of corporation the Govern- 
ment Corporation Control Act prescribed uniform 
controls for budget reporting, financial audi- 
ting, and Treasury Department review of finan- 
cial transactions. These controls applied to 
corporations in existence at that time (see p. 4). 

WHY SHOULD CORPORATE CONTROL LAWS BE REVISED? 

Several new corporations were established after 
1945, and the basic corporation control laws 
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(31 U.S.C. 9101-9109) have not been amended to 
include all of them. As a result, 23 of the 47 
Government corporations that exist today are not 
covered by these accountability controls. 
While some accountability controls are specified 
in the enabling legislation for some of the 
newer Government corporations, they do not 
always relate to those in the basic corporate 
control laws. In examining the accountability 
controls that are specified in 31 U.S.C. 
9101-9109 and in the individual corporations' 
enabling legislation, GAO found that current 
controls-- including financial audit, budget 
reporting and review, and Treasury financial 
controls-- are not uniformly applied. As a 
result, similar corporations are subjected 
to different controls, and the effectiveness 
of the controls can therefore be questioned 
(see chapter S), Other controls such as pro- 
gram audit and oversight and on-budget report- 
ing are not addressed. These additional con- 
trols would enable the Congress to monitor 
program performance and to consider the finan- 
cing of afl corporations during the budget 
review process. 

These provisions of law distinguish between 
wholly owned and mixed-ownership corporations. 
These classifications are a mechanism for 
applying accountability controls. This mech- 
anism is conceptually sound; however, there 
are some deficiencies in its application. The 
laws do not define Government corporations a- 
side from listing the wholly owned and mixed- 
ownership corporations. The law also lists 
"the Secretary of Housing and Urban Development 
when carrying out duties and powers related to 
the Federal Housing Administration Fund" al- 
though the Fund is not a corporation. Addi- 
tionally, the law does not give criteria for 
classifying these corporations (see pp. 8-10). 
Several corporations have become privately 
financed and are predominately private in their 
management. The law does not provide a classi- 
fication or controls for these corporations. 
These deficiencies create confusion and weaken 
accountability (see pp. 10-12). 

GAO believes that while a broad range of 
Federal accountability controls is needed for 
these corporations, standard definition and 
classification criteria are essential if the 
controls are to be developed appropriately 
and applied consistently and effectively. 

ii 



GAO's objective in this report is to evaluate 
the current provisions of the basic corporate 
control laws and to propose needed improvements 
to the Congress. GAO researched the legal, or- 
ganizational, and financial characteristics of 
Government corporations and provided criteria 
for defining and classifying them. Addition- 
ally, GAO analyzed the existing accountability 
controls for Government corporations and devel- 
oped an accountability model, The proposed 
accountability model demonstrates that dif- 
ferent accountability standards could be 
established for each corporate classification. 
Before GAO undertook this study, no comprehen- 
sive inventory of Government corporations 
existed to support analysis or oversight. 
GAO developed one, and it is presented in 
appendix I of this report (see pp. 37-41). 

In conducting this review, GAO has not attempt- 
ed to examine the effectiveness of Government 
corporations against alternative organizational 
forms for carrying out public policy. Addi- 
tionally, GAO has not addressed the subject of 
corporation control in the context of currently 
proposed oversight reform legislation that 
would focus on the missions, operations, and 
accomplishments of corporate programs. This 
should indeed be done. But the first and most 
important task is to develop the definitions, 
standards, and criteria that will help estab- 
lish the proper accountability of Government 
corporations. GAO did not examine internal 
operations or procedures of individual corpora- 
tions. Controls over personnel, procurement, 
and other operating practices should be separ- 
ately reviewed. GAO believes that corporations 
should be subject only to Federal decisions, 
rules, administrative practices, and procedures 
that the Congress deems appropriate to a corpo- 
rate activity (see pp. l-2). 

MATTERS FOR CONSIDERATION BY THE CONGRESS 

The Congress should consider revising the basic 
corporate control laws, 31 U.S.C. 9101 through 
9109, to include a definition of and classi- 
fication criteria for Government corporations 
and to establish uniform accountability stan- 
dards for them, The standards should include 
financial audit, program audit and oversight, 
on-budget reporting and budget review by the 
Congress, and Treasury financial controls 
(see pp. 31-32). Specifically, the Congress 
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should consider amending the following sections 
of law: 

--Title 31 U.S.C. 9101, to include a definition 
that describes Government corporations and 
their common powers or attributes; 

--Title 31 U.S,C. 9101, to identify three 
classifications of corporations: predomi- 
nately Federal, mixed Federal/private, and 
predominately private; 

--Title 31 U.S.C. 9103 and 9104, to provide 
for congressional review of the budgets 
of mixed Federal/private and predominately 
private corporations receiving Federal 
financing in addition to those of predomi- 
nately Federal corporations. on-budget 
reporting of corporations' revenues and 
expenditures should also be considered; 

--Title 31 U.S.C. 9105, to provide for finan- 
cial audits of all corporations (including 
predominately private corporations) when 
Federal financing has been used; 

--Title 31 U.S.C. 9105, to provide for periodic 
program review; and 

--Title 31 U.S.C. 9105(e), to grant authority 
for annual GAO audits or to allow Government 
corporations to pay the cost of independent 
certified public accountant audits of their 
financial records and to provide for GAO 
review of these annual audits. If the Con- 
gress chooses to grant authority for annual 
GAO audits, GAO would n&d-a--funding in- 
crease. This could be accomplished by in- 
creasing GAO's appropriation, or by allowing 
GAO to retain reimbursements from the corpor- 
ations. 

Finally, the Congress should consider the 
applicability of 31 U.S.C. 9107 and 9108-- 
Treasury approval of accounts and security 
obligations-- to all Government corporations. 
(See pp. 29-31 for further recommendations.) 

/ ,, 
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Once 31 U.S.C. 9101-9109 has been revised, the 
enabling legislation of the individual corpora- 
tions should be amended so that they are con- 
sistent with the basic corporate control laws' 
overall definition, classifications, and account- 
ability standards. An exception would be cases 
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in which specially tailored practices are needed. 
In establishing new corporations or revising 
existing ones, the Congress should maintain 
consistency with the practices specified in the 
revised laws. These steps will insure the 
integrity of the basic corporation control 
legislation. 

Agency Comments 

The Department of the Treasury concurred with 
GAO's position that the basic corporate control 
laws require updating to improve financial con- 
trols and to assist in the development of stan- 
dards. The Office of Management and Budget 
(OMB) stated that the report is "generally 
constructive and a contribution to the ongoing 
dialogue on creating and managing government 
corporations." OMB also commented on certain 
aspects of the report that it believed were in 
need of more explanation, Treasury and OMB 
comments and GAO's response to OMB comments are 
in appendix III. 
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CHAPTER 1 

INTRODUCTION 

The Congress has established corporations to carry out 
business-type programs that need a high degree of autonomy and 
flexibility. For example, Government corporations may be exempted 
from certain Federal regulations such as civil service pay scales 
and hiring rules, position ceilings, and statutes governing pro- 
curement practices. These exemptions allow corporations to 
respond more quickly to changes in the marketplace and to take 
advantage of cost-saving opportunities. As the number of corpo- 
rations grew, specific legislation was passed to ensure their 
accountability. However, additional corporations have been cre- 
ated, and the legislative controls are now out of date. 

OBJECTIVES, SCOPE, AND METHODOLOGY 

Because Government policies, programs, and operations chang,e 
over time, it is useful to review them periodically. Our ongoing 
efforts in the areas of program and budget information and over- 
sight reform have led us to examine Government corporations in 
the specific context of standards and controls. We have reviewed 
31 U.S.C. 9101-9109 as codified by P.L. 97-258 (formerly known as 
the Government Corporation Control Act); the Government Corporation 
Control Act's legislative history; studies prepared by experts on 
public enterprises; studies by the Congressional Research Service 
on Government organization, management, and public enterprises; 
and our own earlier reviews, including financial and program au- 
dits, as well as reports on budget reform and oversight. This 
review was performed in accordance with generally accepted govern- 
ment audit standards. 

our objective in this report is to evaluate the adequacy of 
the basic corporation control laws (31 U.S.C. 9101-9109) and to 
propose needed improvements to the Congress. We did not review 
the numerous Federal decisions, ru'les--tinid regulations, admini- 
strative practices, and procedures that currently apply individu- 
ally, or collectively, to corporations. Controls over personnel, 
procurement, and other operating practices should be reviewed to 
determine those operating controls appropriate to any or all 
corporations. We believe that corporations should be subject 
only to those operating controls that the Congress deems appro- 
priate to a corporate activity. 

we have not attempted to examine the effectiveness of 
Government corporations against alternative organizational forms 
for carrying out public policy. Doing this would require re- 
viewing the operations of individual corporations and was not 
part of our purpose. We have not addressed the subject of cor- 
poration control in the context of previously proposed sunset 
and oversight legislation that focuses on the missions, opera- 
tions, and accomplishments of Federal activities, including 
corporate programs. This should indeed be done. But, the first 
and most important task is to develop the definitions, standards, 
and criteria that will help establish the proper accountability 
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of Government corporations. This task calls for a separate 
review and analysis of Government corporation accountability. 

To review corporations in the context of accountability, we 
developed an inventory of 47 Government corporations so that we 
could determine their common attributes. We began by noting all 
existing corporations under the purview of 31 u,s,C. 9101-9109. 
Next, we searched our Legislative, Authorization, Program, and 
Budget Information System (LAPIS), an inventory currently con- 
taining information on over 6,000 Federal agency programs and 
activities. l/ We also reviewed the list of Federal agencies, 
which includes off-budget entities and Government-sponsored 
enterprises, that is maintained by the Office of Management and 
Budget (OMB). Using the Justice Retrieval and Inquiry System 
(JURIS), we performed a legal search to identify laws authorizing 
Government corporations. Finally, we verified our listing of 
Government corporations with the records of audits that have been 
conducted by our office under the basic corporate control laws. 

We identified the common attributes of Government corpora- 
tions by reviewing both the basic corporate control laws and 
the individual corporations' enabling legislation. The attributes 
vary from one corporation to another. Most corporations have a 
board of directors, for example, but the number of Federal and 
private representatives varies. All corporations require funding 
but their financing mechanisms vary. Most of the enabling legis- 
lation contains provisions for accountability control but these, 
too, vary in both number and substance. 

After analyzing the corporations' attributes and operating 
practices, we developed criteria and classifications that can be 
used for determining accountability standards. We present three 
specific classifications for Government corporations--predomi- 
nately Federal, mixed Federal/private, and predominately private. 
Given these, we propose an accountability mode.%---to demonstrate 
that-different accountability standards could be established for 
each of these corporate classifications. 

In appendix I we present our inventory of Government 
corporations, including their classifications and significant 
attributes. In appendix II we present a matrix of the corporate 
operating characteristics as identified in their enabling 
legislation. Agency comments and our responses to them appear in 
appendix III. 

&/LAPIS was developed under authority of 31 U.S,C, 1112-1113, 
formerly Title VIII of the 1974 Congressional Budget and 
Impoundment Control Act, which requires the Comptroller General, 
in cooperation with the Secretary of the Treasury, the Director 
of OMB, and the Director of the Congressional Budget Office, 
to establish and maintain standard data processing and informa- 
tion systems for fiscal, budget, and program information. 

2 



CHAPTER 2 

THE LEGISLATIVE BACKGROUND 
OF PUBLIC CORPORATION CONTROL 

The Congress has established corporations to carry out 
business-type programs that need a high degree of autonomy and 
flexibility. For example, corporations have been created to 
meet economic emergencies and emergencies caused by war. Cor- 
porations have also been created to develop other projects that 
are not adaptable to private industry because of their nature 
or magnitude. For example, corporations such as the Federal 
National Mortgage Association, Federal Intermediate Credit Banks, 
and Federal Land Banks were formed to provide loans for indivi- 
duals or groups who could not obtain credit in private markets. 
Other corporations were formed to provide insurance, to establish 
special educational programs, and to carry out public programs 
where specific private sector programs were unavailable. 

HISTORY OF CORPORATIONS 
PRIOR TO 1945 

Before the 193Os, there was not a pressing need for general 
procedures to govern the management of public corporations. Most 
corporations created to meet production needs during world War I 
were liquidated quickly. Therefore, their financial control was 
not at issue when the Congress passed the Budget and Accounting 
Act, 1921, (now codified in 31 U.S.C. llOl-1114), creating central 
budget procedures and establishing an independent audit function. 

During the 193Os, a number of corporations were formed to 
help the economy. These corporations included the Commodity Credit 
Corporation, the Federal Deposit Insurance Corporation, the 
Federal National Mortgage Association, and the Tennessee Valley 
Authority. When these corporations were created, procedures for 
controlling them developed through piecemeal administrative 
action. A 1934 Executive order directed Government agencies, 
including corporations, to account for all receipts and expendi- 
tures to the General Accounting Office. But many COrpOratiOnS 

were soon exempted. After 1934, various Executive orders re- 
quired that certain corporations submit annual estimates of 
administrative expenses to the Bureau of the Budget (now the 
Office of Management and Budget) for approval. In 1936, corpo- 
rations were statutorily precluded from incurring administrative 
expenses unless these were specifically provided for in an 
appropriations act. 

During the 194Os, several other corporations were created 
to support wartime production needs. By the mid-1940s, there 
were 63 wholly owned and 38 partly owned Federal corporations. 
At this time, the Congress recognized that these corporations 
needed to be effectively controlled. 

3 



THE GOVERNMENT CORPORATION 
CONTROL ACT OF 1945 

Legislative control of Government corporations actually 
occurred in two stages during 1945. In February of that year, 
the George Act required GAO to audit the financial transactions 
of all Government corporations. In December, the more compre- 
hensive Government Corporation Control Act superseded these audit 
requirements. 

The Government Corporation Control Act of 1945 resulted from 
a 2-year Senate study that concluded that there was no effective 
overall control over Government corporations. Among the recom- 
mendations that grew from the study were that budgeting procedures 
should be improved and that GAO should be required to audit and 
report on Government corporate activities to the Congress. In 
hearings following the study, the final legislation was also 
influenced by the Bureau of the Budget, by GAO, and by the 
Department of the Treasury. 

The Act was to make the corporations accountable to the 
Congress for their operations while allowing them the flexibility 
and autonomy needed for their commercial activities. Under the 
Act, OMB controlled the corporations' budget, Treasury controlled 
financial transactions, and GAO performed financial auditing. The 
Act also specified that only an act of Congress could create new 
Government corporations. At the time the Act was passed, all 
corporations then operating under State charters were to be 
dissolved and reincorporated. 

DEVELOPMENTS AFTER 1945 

Procedures for controlling Government corporations have been 
studied several times since adoption of the 1945 Act, and recom- 
mendations for improvements in the laws have been made. The 
proposals for improvement have been directed toward strengthening 
budgetary control over corporate activities and toward expanding 
legislative control to corporations not covered by the laws. 

In 1949, the Commission on Organization of the Executive 
Branch of Government (the Hoover Commission) released a major 
study of Government corporations. The Commission found that 
there was confusion and duplication in the functions of Govern- 
ment corporations and referred to those in the agricultural field, 
The Commission also questioned financial reporting of subsidies 
(resulting from granting lower interest rates and incurring losses 
in capital) and stated that proper information about them was not 
plainly shown in annual budgets. Confusion was also pointed out 
between congressional appropriations to corporations and con- 
gressional authorizations for borrowing authority. Some changes 
in budget presentation and corporate organization were made after 
that, but the Commission's observations and recommendations were 
not followed through systematically. 
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The President's 1958 budget message to the Congress 
recommended changes in the Government Corporation Control Act to 
provide for budget and audit control over all Government corpora- 
tions whether directly or indirectly authorized to obtain or use 
Federal funds. The proposal for extending the Act's coverage was 
repeated in the 1959 budget message. Legislation was subsequently 
introduced, but legislation was not passed because the farm credit 
banks argued persuasively enough for their own exclusion. 

The 1967 report of the President's Commission on Budget Con- 
cepts also addressed budgetary control over Government corporations. 
The Commission concluded that the budget should include the full 
range of Federal activities, but it also recommended that some 
corporations be excluded from the budget. It did not want to 
include privately owned corporations with Government sponsorship 
--such as Federal Land Banks, Federal Home Loan Banks, and Banks 
for Cooperatives --because the absence of budgetary review had led 
to significant estimating problems. Additionally, because these 
corporations are privately owned, the Commission did not believe 
it necessary to include them in the annual budgetary review by 
OMB' and the Congress. The Commission did recommend, however, that 
the total volume of loans outstanding and borrowings should be 
"included at a prominent place in the budget document as a memo- 
randum item." 

Following the Commission's recommendation, several Government 
corporations have been statutorily excluded from the budget. 
However, we have questioned the advisability of presenting Federal 
funding off-budget on the grounds that budget totals are under- 
stated and that the presentation of budget priorities is distorted. 

Moreover, as new corporations began to emerge, other issues 
were raised about the number and purpose of Government corpora- 
tions. For example, since the mid-1960s, congressional legislation 
has established 30 new corporations, including the Corporation 
for Public Broadcasting (19671, the National Railroad Passenger 
Corporation (Amtrak, 1970), the Rural Telephone Bank (1971), the 
Federal Financing Bank (1973), the Legal Services Corporation 
(1974), the Neighborhood Reinvestment Corporation (1978), the U.S. 
Synthetic Fuels Corporation (1980), and, most recently, the North- 
east Commuter Services Corporation (1981). l/ 

In 1982, P.L. 97-258 codified the 1945 Act's provisions in 
31 U.S.C. 9101-9109 and repealed the 1945 Act. These sections of 
codified law constitute basic corporate control laws. The laws, 
however, do not subject 17 of the 30 new corporations to its 
accountability provisions. As a result, the coverage is not 
comprehensive and does not provide the effective control that the 
Congress intended. 

l/Formerly known as Amtrak Commuter Services Corporation. 

5 








































































































